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Abstract 
The investment climate is influenced by different factors: political, economic, social, juridical, ecological, etc. In the 
modern fast-changing technological world the favourable character of region’s investment climate to the great extent depends 
on the quality of labour resources and investment in human capital that is ensured by formal education and continuous rise of 
person’s professional level. In last decades, information-educational factors, namely, scholarship and the ability to use 
knowledge as an economic advantage became the key component of the investment climate. Primarily these factors 
significantly form the potential of enterprises and the potential of the region in general.  
The aim of the present article is to define how the heads of enterprises evaluate the significance of employees’ 
education in circumstances of external environment factors’ influence (which in its turn characterizes the investment climate) 
on the example of enterprises in Eastern Latvia.  
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1. Introduction 
The investment climate is influenced by different factors: political, economic, social, juridical, 
ecological, etc. In the modern fast-changing technological world the favourable character of region’s investment 
climate to the great extent depends on the quality of labour resources and investments in human capital that is 
ensured by formal education and continuous rise of person’s professional level. In last decades, information-
educational factors, namely scholarship, the ability to use knowledge as an economic advantage became the key 
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component of investment climate. Primarily these factors significantly form the potential of enterprises and the 
potential of the region (country) in general (A.V. Loginova, 2009).  
The basis of the postindustrial economy is knowledge, the widespread use of new technologies and 
escalation of occupational mobility, due to which the role of human capital is actualized. Developed human 
capital is a prerequisite for successful business development. Businesses need creative and reliable people (Egle, 
E. 2010).  
Education of employees is the foundation of wealth and prosperity (Drucker, 1993; J.Hope and T.Hope 
1997; Bozbura, 2007) and a key factor in the success of enterprises in the long run (Stewart, 2001; L.W. Tat, and 
H.Stewart, 2007). Thus, using education of employees effectively, you can gain a competitive advantage that will 
ensure sustainable development of the company (Nonaka, 1998; J. Storey, and E.Barnett, 2000). In connection 
with this, now a significant element of potential of the enterprise along with labour productivity is a skill of 
managers to adequately respond to changing environmental conditions of the enterprise, investing in the 
education and development of the competences of employees. According to some authors, investment in 
education of employees gives a return close to the rate of return of investment in tangible assets. 
The aim of the research is to define how the heads of enterprises evaluate the significance of employees’ 
education under the influence of various factors of the investment climate of the region. Information base of the 
research is based on a survey of heads of enterprises in the region in Eastern Latvia - Latgale, conducted by the 
authors in 2012. 
2. Methodology 
According to the World Bank, the investment climate is a set of local factors that shape opportunities and 
incentives for firms to invest productively, create jobs and expand the scope of activities (World Development 
Report, 2004). In this research not all the factors affecting the investment climate were covered, namely, the 
economic situation in the country; demographic situation in the country; policy of the state; science, technology 
and engineering; international relations, consumers, legislation. 
The investment climate characterizes the external environment of the enterprise. In turn, the company's 
competitiveness must withstand the pressure of the negative effects of certain components of the investment 
climate. Given the rapid and frequent changes in the external conditions of functioning of enterprises, we can say 
that the development of the system of employees’ education in the company determines not only the success in 
its growth, but also its survival. 
Education of employees is a consciously undertaken activity aimed at improving of employees’ abilities 
required to perform the work at the moment or at the development of employees’ potential required to perform 
work in the future (Organization of training and continuing professional education. Ed. A.Ya.Kibanov 2014). 
Today, education of employees acquires special significance and becomes an essential condition for the 
successful operation of any enterprise. 
The survey of heads and specialists of enterprises was chosen as a method of collecting primary data for 
the study of knowledge management in small and medium enterprises in the region. The survey was conducted in 
June 2013 in Eastern Latvia (Latgale). The region includes Balvi, Daugavpils, Kraslava, Ludza, Prejli, Rezekne 
districts and two cities of republican subordination - Daugavpils and Rezekne. The area of the region is 14,500 
square kilometres. Population density - 14 people per square kilometre. 292,6 thousand people live in Latgale. 
The survey involved 104 enterprises in the region related by the main criterion - the workforce - to small 
and medium businesses. The survey was conducted on a stratified sample. The main stratifying parameters are 
industry affiliation (production, trade, services, etc.) and geographic location in the region. Survey parameters in 
relative terms differ from the regional parameters of the general aggregate in total by less than 3%. The 
maximum sampling error is less than 3%, with a 95% confidence level. The surveyed enterprises as respondents 
were represented by business leaders - 35%, middle managers (business units) - 19%, primary heads 
(workplaces) – 8%, specialists - 35%, and other workers – 3%. Respondents’ average length of service at the 
enterprise is 3.1 years. Mean duration of activity of the enterprises on the market is 3.5 years. Most of the 
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surveyed companies (65%) are limited liability companies. Other enterprises are individual merchants (30%) and 
societies with full responsibility (5%). The total turnover of 73% of companies surveyed does not exceed 2 
million EUR, the total turnover of 12% of companies does not exceed 10 million EUR, and the total turnover of 
15% does not exceed 43 million EUR. The share of equity in small and medium-sized businesses in the Latgale 
region of Latvia was 82% on average. There is one personal computer per 3-4 employees, on average. 
3. Results 
The research evaluated the impact of investment climate factors on a scale of 1 to 5: 
 
Table 1. Average rating of impact of investment climate factors in Latgale 
 
Factor Mean 
Impact of the economic situation in the country  4,3 
Influence of demographic situation in the country  2,6 
Influence of government policy  3,3 
Influence of technological factors  2,8 
Impact of international relations  2,2 
Effect of potential consumers  4,1 
Effect of legislation  3,3 
Note: 1 - the strongest influence, 5 - the weakest   
Source: authors' calculations in the program SPSS 
 
According to the heads of small and medium-sized businesses in Latgale, among environmental factors the 
companies to the greatest extent are affected by the economic situation in the country - the average value on the 
five point scale is 4.3; then by consumers - 4.1; government policy and legislation - 3.3 points; below the average 
the impact of science and technology development and international relations were estimated, respectively, 2.8 
and 2.2 points (Table 1). 
Further, leaders of enterprises were asked to rate the importance of various aspects characterizing education of 
personnel on a scale of 1 to 5: 
 
Table 2. Average rating of various aspects of personnel’ education in the enterprise  
 
Aspects Mean 
knowledge is a crucial criterion in selecting employees 2,7 
before the experienced employee leaves our company, every effort is made to 
ensure that the knowledge acquired by the person would be passed on to others or 
documented 
2,6 
our company has developed a special retention policy for experienced and 
competent workers 
3,1 
our company promotes knowledge sharing  2,7 
our company stimulates the production of knowledge  2,9 
in our company knowledge sharing is one of the criteria for evaluating an employee 3,3 
our employees regularly attend courses, seminars and other events to improve the 
skills in order to get new knowledge 
3,1 
in our company experienced employees often help new or less experienced 
employees 
1,9 
our company invests in employee training  3,1 
Note: 1- very important aspect, 5 – the less important aspect   
Source: authors' calculations in the program SPSS   
 
     As it was found, leaders believe that the most important aspects of employees’ education are: knowledge 
sharing - the average value on the five point scale is 3.3; skills development courses, seminars, and other events, 
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the contribution of investment in employee training and further retention of experienced and competent 
employees in the company - 3,1 (Table 2). 
 
Correlation 
 
As correlation analysis showed, heads of small and medium-sized enterprises in Latgale believe that the 
impact of various factors of the investment climate in the region can be adjusted through education and 
competencies of employees. 
It was found that the stronger the economic situation effects the company in the region, the more is the need, 
according to heads of small and medium-sized businesses, to value and retain skilled employees in the company 
(r (Spearman) = 0,420, p <0,01), to stimulate production of new knowledge (r (Spearman) = 0,337, p <0,01), to 
stimulate knowledge exchange (r (Spearman) = 0,336, p <0,01), to encouraged visiting courses, seminars (r 
(Spearman) = 0,412, p < 0.01), to invest company money in the training of employees (r (Spearman) = 0,386, p 
<0,01), to invest company money in the expert advice (r (Spearman) = 0,272, p <0,01). 
Business executives believe that the demographic situation in the country cannot be fought by improving 
employees’ education (Spearman coefficients of correlation of this indicator are negative or 0) and the policy of 
the state can be opposed only by considering knowledge as a very important criterion in the selection of 
personnel (r (Spearman) = 0,221, p <0,01) and transferring of expertise from employees, who terminated the 
employment relationship with the company, to other workers (r (Spearman) = 0,195, p <0,01). 
Heads of enterprises greatly underestimated the impact of various aspects of employees’ education to such 
factor of the investment climate as the development of new technologies (either coefficients of correlation are 
negative, or a linear relationship is not observed). Heads of enterprises suppose that international relations can be 
improved only through the transfer of knowledge from more experienced employees to new or less experienced 
employees (r (Spearman) = 0,403, p <0,01). 
Heads of enterprises believe that only regular attendance of courses and seminars by employees 
guarantees success in collaboration with consumers (r (Spearman) = 0,233, p <0,01). And to resist the rapidly 
changing legislation and improve the competitiveness of the company is possible when experienced workers help 
less experienced (r (Spearman) = 0,250, p <0,01) and when knowledge is considered as a very important criterion 
in the selection of personnel (r (Spearman ) = 0,262, p <0,01). 
4. Conclusions 
The important role of education in improving the investment climate in the region and the company's 
competitiveness are stipulated, firstly, by the changing role of information in society and each individual 
company, where information becomes a strategic resource as other traditional material and energy resources. 
Effective management of all areas of activity depends on the ability to use and give the consumer the necessary 
information, which is one of the factors increasing the capacity of both businesses, and the region and the country 
as a whole. Secondly, the role of education in improving the investment climate is mediated by the emergence of 
demand for specialists who can efficiently manage strategic information and convert this information into 
knowledge and who can constantly learn and adapt to new factors of the ever-changing business environment. 
As international experience shows, nowadays education of employees and continuous improvement of 
their competencies play a key role in the competitiveness of the company. These factors largely shape the 
potential of enterprises, but, as shown by our study, heads of small and medium-sized enterprises in Latgale 
underestimate the impact of education and competences of employees on the factors of the investment climate in 
the region. A particularly negative aspect is the fact that business leaders do not understand the importance of 
employees’ education in adapting to new technologies. This result is confirmed by a number of other researches - 
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managers are not interested in cooperation with scientific institutions, as well as in the services and ongoing 
activities they provide. 
Business leaders must understand that the education system affects all members of the organization as 
well as themselves and, in turn, has a positive effect on the competitiveness of the company. Skills development 
should take place continuously with varying regularity of learning for each category of employees. Education of 
employees is a component of the company’s success and the feedback of business leaders to rapidly changing 
environmental factors, such as the adoption of new legislation, new technologies of production of goods or  
services, new computer programs, etc. 
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